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• Challenging environment for investors with “two stock markets” – a mania in growth stocks and a slump in economically 

sensitive stocks. 
• Dangerous time for retail investors chasing returns. Remember – speculation is not investing.  
• Rotating early, consistent with philosophy, has hurt relative returns during the extreme conditions since early 2018. 

Market Commentary 
It is hard to add much to the volumes of coverage of the US election and indeed, our style of portfolio management is not about 
betting on such events but rather about constantly evolving as the landscape unfolds and looking further out to determine which 
companies’ prospects are mis-priced.  

With that in mind, in our view, we are dealing with “two stock markets” – the mania in much-loved growth stocks, which our 
philosophy forces us to generally avoid, and a bear market in economically sensitive stocks in what has now been approaching 
three years. Among these sectors there are plenty of opportunities that we are finding to invest in, such as high-quality travel-
related businesses, semiconductors that power the dreams behind the hot stocks, and exposure to China’s consumption boom.  

Over the last three months, we have increased our protection on the expensive technology-heavy Nasdaq index, which is a 
dynamically managed position and reflects our concern about this mania. This has coincided with a gradual trimming of a number 
of our winners in this area of the market. On the other side, recent additions as highlighted in the September 2020 quarterly report, 
include: InterGlobe Aviation, the owner of India’s largest airline; Taiwanese mobile phone camera lens maker, Largan Precision; 
and refreshed Chinese sportswear brand, Li Ning.  

We believe the biggest risks investors have to weigh up at this time include a surprise move higher in bond yields (oft cited as 
supportive for valuations), a slowing in money supply growth (from the highest rate in decades, and likely the key driver of the 
market recovery since March) and any questioning of the highly dangerous “this time it’s different” narrative, especially for 
technology.  

Performance Analysis 

We have discussed in recent months, the challenges of the “two-speed market” mentioned above and this has manifested itself in 
the relative performance outcomes from mid-2018 onwards, generally due to the portfolio trailing market rallies, having kept pace 
with the first nine years of the elongated bull market we are in. 

Over the 12 months to 31 October 2020, we have broadly kept pace on the long side of the portfolio with contributions predominantly 
from IT/Communications and Industrials (led by logistics). Investments in Energy and Financials (combined impact of negative 7%, 
mostly COVID related), along with shorting in the face of a mania, have been more problematic. The top contributors to returns 
(adding a combined 9%) over the last year have been LG Chem (batteries), logistics (FedEx and ZTO Express), technology 
(Tencent, Facebook, Alphabet, Samsung Electronics, Skyworks), Bharti Airtel and vaccine-maker Moderna. 

Performance over the last quarter has been encouraging, with the average stock position up 5% against a market1 return of 2%, led 
by the Industrials, Materials and Consumer Discretionary sectors, and with Lixil, FedEx and General Electric the top contributors. 
If we are to see a greater rotation in markets from the trends of recent years, as the last few months have threatened, we believe we 
are well positioned.   

1 year to 31 October 2020  Average Weight % Contribution % 
Long Positions 89 2.1 
Short Positions  (12) (8) 
Cash / FX 23 2 
Total (Portfolio, net of fees and costs)   (5) 
Comparison (MSCI AC World Net Index (A$))   3 

Source: Platinum. Numbers for long and short positions are based on the total return of individual positions (in AUD) and do not take 
into account fees and costs (other than brokerage). Contribution numbers may not add up due to rounding and the effect of fees. 
Past performance is not a reliable indicator of future returns. 
 
Valuation: Earnings forecasts at this stage may have less value than normal due to COVID-19 impacts, but we can still compare the 
portfolio to next year’s (NTM) earnings to get a sense of its earnings power. There appears to be value in an absolute and relative 
sense. 

Metric Platinum Capital Limited MSCI AC World Net Index (A$) 
NTM Earnings Yield 6.6% (Price-to-Earnings ratio of 15x) 5.5% (Price to Earnings ratio of 18x) 
NTM Dividend Yield 2.6% 2.8% 
Price-to-Book Ratio 1.5x 2.3x 
Enterprise Value-to-Sales 1.5x 1.7x 

The valuations in the table in respect of the portfolio have been calculated by Platinum and refer to its long portion, excluding 
negative net earnings, and using FactSet consensus earnings. 
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